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New Ethics Interpretations: The Code of Conduct Applies to You
Three proposed Interpretations will be exposed in mid
May which will clarify and amplify the application of
the AICPA Code of Professional Conduct to members
not in public practice. The Interpretations, which will
be exposed to the AICPA membership with a 90-day
comment period, deal with three issues as follows:
1) The obligations of a member to his or her
employer’s external auditor.

2) The meaning, under Rule 102, of subordination of
judgment, as it relates to the financial statements
or records of the member’s employer.
3) An amplification of the applicability of Rule 203
to all members.

These interpretations were developed in large part
through the work of the Ethics Task Force of the Mem
bers in Industry Executive Committee. Established in
the fall of 1991, in response to a recommendation by
the Professional Ethics Executive Committee, the Task
Force had three prime objectives:
1) Identify the Rules of the current Code of Conduct
that are applicable to members in industry and the
activities of that would trigger that applicability.
2) Identify and recommend changes to the Rules, Inter
pretations and Rulings of the Code which would
clarify the application of the Code to members
in industry. Determine and act on the most practical
means of effecting those changes.

3) Develop vehicles for communicating guidance to
members in industry on the application of the Code
to their activities.
The Task Force reached the conclusion that
although the major overhaul of the Code approved
by the membership in 1988 was intended to make
its provisions more inclusive and applicable to all
members, much of what remains does not contemplate
potential ethical dilemmas faced by members in indus
try and focus primarily on the activities of members in
public practice.
The Members in Industry Executive Committee
will continue to engage in a full discussion of the issues
with the Professional Ethics Executive Committee.
These groups are also cooperating on future guidance
to members in industry on the application of the Code.
We urge you to review and comment on the pro
posed Interpretations. The Omnibus Exposure Draft
of the Professional Ethics Division and Rulings will be
available by contacting the Order Department at
800/862-4272.
Members in industry should also look for future
articles in EMR and The Journal ofAccountancy
which will be designed to bridge the communications
gap that exists for our members in their understanding
of their responsibilities under the AICPA Code of
Professional Conduct.

AICPA Announces Fall Industry Conference
The inaugural Fall National Industry Conference will be
held October 28-30 at the Stouffer Orlando Resort
in Orlando, Florida. Thanks to the terrific response to
the AICPA National Industry Conference, which each
Spring represents the largest gathering of CPA financial
managers in the nation, the Members in Industry Execu
tive Committee has decided to launch a companion Fall
conference in 1993.
If the late April scheduling of our Spring confer
ence has prevented you from being among the 600 to
800 participants who attend each year, you now have an
opportunity to earn 20 credits of CPE while choosing
from a variety of topics which are relevant to your work
as a financial manager. If you have attended our Spring
The Financial Manager’s Report

conference before, you can expect the same high qual
ity speakers presenting an educational program that is
different and complementary to the sessions offered in
the Spring.
The breakfasts, luncheons and receptions (includ
ing Thursday night under the stars at nearby Sea
World) will offer attendees the opportunity to net
work with your peers. The facilities at the Stouffer
(where the Industry Conference was held in 1990)
are perfect for a combination learning experience and
family vacation.
Look for the details in the conference brochure,
which will be mailed to AICPA members in industry in
August, and in future issues of FMR.
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Tips For Managers on Downsizing
As businesses in every sector of the economy continue to
restructure their workforces in the face of slow eco
nomic growth, those that are forced to let employees go
face challenges in managing those that remain in their
employ. These tips can help you meet those challenges.
(Reprinted with permission from IndustryWeek,
August 3, 1992, Copyright, Penton Publishing, Inc.,
Cleveland, Ohio.)
Don’t duck the issues. Don’t deny there is pain, anger,
and hurt among your employees. Bring it into the open.
Don’t manage the survivors by using fear of another
round of reductions as a motivation tool.
Be honest and quick. Don’t drag out downsizing
preparation and execution. Know what needs to be
done, and get it done fast.
Let the survivors grieve. Funerals, weddings, and
divorces provide a formal ceremony for acknowledging
a transition. Ceremonies in the survivor setting can be
as simple as lunch or as complex as an address by the
CEO. Such ceremonies should acknowledge the
changes associated with the layoffs and should be led
by people with highly developed interpersonal skills
and sensitivity.
Share information with the survivors. Tell them
why the company was downsized and why it was reor
ganized. Continually update them on the status of
downsizing. (Apple Computer’s John Sculley updates,
every 24 hours, a recorded message that’s accessible to
the company’s employees through voice mail.)
Give full disclosure. Answer these questions: Who
will be laid off? When will the layoffs occur? Why are
they happening? Will they happen again? What events
could trigger more layoffs? How will the organization
decide who goes and who stays? How will the organiza

tion soften the blow for the non-survivors? What will
life be like after the layoffs? Management should aim
to increase communication with employees 5 to 10
times the normal amount during stressful times.
Provide ample advance notice of the layoffs.

(Steelcase told employees six months in advance that
changes were coming.) Victims of the layoff should
be allowed to exit gracefully. This will have a positive
influence on the survivors and lead to a faster recovery
of morale.
Prepare supervisors and managers for the
layoffs. Beforehand, provide professional employee

assistance counselors to reduce the pain of managers
who must do the firing. Managers often do a notori
ously poor job of terminating people because they don’t
do it often. They should aim to treat those laid off with
dignity and respect and to be “straight,” not evasive.
Increase managerial accessibility. In stressful
times such as layoffs and the aftershocks, survivors feel
confused and upset. Their stress can be reduced if
management at all levels increases its accessibility to
the survivors.
After the layoff, solicit employees so that they
can actively shape the post-layoff work environment.

Acknowledge that the workload will be heavier for all.
(GE’s “Workout” program cultivates a participatory
process in which survivors are encouraged to suggest
how the company can do more work with fewer people).
After right-sizing, the organization must also eliminate
low-value or no-value tasks and do things consistant
with the long-term corporate strategy for success.
Have the survivors work toward achievable goals.

The upset caused by layoffs makes most survivors hun
gry for a success experience. Management should look
for ways to give the survivors a win, however small.
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The Family and Medical Leave Act
By Nancy Lasater, Esq.
On February 5, 1993, President Clinton signed the
Family and Medical Leave Act into law. The General
Accounting Office estimates that more than 2.5 million
workers will likely take advantage of the Act, which
becomes effective on August 5, 1993.
The Act requires employers of fifty or more
workers to provide employees as much as twelve weeks
of unpaid leave each year following the birth or adoption
of a child, to care for ill family members, or to recover
from a serious health condition.

Q. Which workers does the Act cover?
A. To be eligible for leave, a worker must have been
employed by his or her employer for at least twelve
months, although they do not need to have been con
secutive. In addition, the employee must have
worked a total of at least 1250 hours during the
twelve-month period immediately preceding the
leave’s commencement.

Q. Exactly what does an employee receive?
A. Qualifying employees are entitled to take up to
twelve weeks of unpaid leave per year. During
leave, any pre-existing health benefits must be con
tinued. (The employer is under no obligation,
however, to continue accruing seniority or other
employment benefits for the worker during the leave
period.) Upon return from leave, the employee must
be restored to the same or an equivalent position.

Q. When may leave be taken ?
A. Leave may be taken: 1) upon the birth of the
employee’s child; 2) upon the placement of a child
with the employee for adoption or foster care;
3) when the employee must care for a child, spouse,
or parent who has a serious health condition; or
4) when the employee is unable to perform the func
tions of his or her position because of a serious
health condition of his/her own. The Act broadly
defines the parent/child relationship to ensure that
any employee who has actual day-to-day responsi
bility for child care will be entitled to take leave,
even if the employee does not have a biological or
legal relationship to the child. The Act also includes
caring for children over 18 if they are incapable of
self-care.

Q. What constitutes a “serious health
condition ?”
A. The term “serious health condition” is not intended
to cover minor illnesses which last only a few days
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or surgical procedures which typically do not
involve hospitalization and require only a brief
recovery period. The term is intended to cover con
ditions or illnesses that cause an employee to be
absent from work on a recurring basis or for more
than a few days for treatment or recovery.

Q. What must an employee do in order to
take leave?
A. An employer may require a medical certification to
support a claim for leave for an employee’s own
serious health condition or to care for a seriously ill
child, spouse, or parent. An employer may also
require a second medical opinion and periodic
recertification at its own expense. If the first and
second opinions differ, the employer, again at its
own expense, may require the binding opinion of a
third health care provider approved jointly by the
employee and the employer.
An employee must also provide the employer
with at least thirty days’ advance notice of the need
for leave for birth, adoption, or planned medical
treatment when the need for such leave is foresee
able. This notice is not required in cases of medical
emergency or other unforeseen events — for exam
ple, a premature birth or sudden change in a
patient’s condition that requires a change in sched
uled medical treatment. Notice must, however, be
given to the extent possible and practicable.

Q. Are there any other requirements for
employers under the Act?
A. Employers must post a notice in a conspicuous
place summarizing the Act. Businesses are also
required to keep records showing compliance with
the Act for production upon request to the Secretary
of Labor, who has enforcement authority.

Q. Can an employer be suedfor violating
the Act?
A. Yes, the Act is enforceable through civil actions for
damages or equitable relief brought by the Secre
tary of Labor or any employee. Employers violating
the Act may be liable for: a) monetary damages
resulting from the violation; b) an additional
amount in liquidated damages unless the employer
proves that it acted in good faith and had reasonable
grounds to believe it was not in violation; and c)
reasonable attorneys’ fees, expert witness fees, and
costs of litigation.
(continued on page 4)
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Financial Statement Preparers: Be Alert to the New GAAP Hierarchy
By Douglas P. Sauter, CPA
The material for this article is based on “The New
GAAP Hierarchy: Important Changes Affecting Audits,
Reviews, and Compilations" which was published in
the January, 1993 issue of The CPA Journal.

In early 1992 the AICPA Auditing Standards Board
issued Statement on Auditing Standards (SAS) No. 69,
The Meaning of 'Present Fairly in Conformity With
Generally Accepted Accounting Principles’ in the
Independent Auditor’s Report. SAS No. 69 states that
“GAAP is a technical accounting term that encom
passes the conventions, rules, and procedures necessary
to define accepted accounting practice at a particular
time. It includes not only broad guidelines of general
application, but also detailed practices and procedures.”
The authoritative pronouncements that comprise
GAAP are of varying levels of authority achieved by
the various sources of accounting principles. The
changes to the “GAAP Hierarchy,” which are
detailed in SAS No. 69, are the most significant since
the introduction of the GAAP Hierarchy in 1975.

The changes are of critical importance to CPA financial
managers that prepare financial statements.
The three major changes in SAS 69 are to 1) cre
ate two separate hierarchies, (one for governmental
bodies covered by GASB and one for organizations
under the FASB sphere of influence), 2) elevate the
authority of FASB Emerging Issues Task Force
(EITF) consensus positions and AICPA practice
bulletins, and 3) make each level of the hierarchy a
separate level of authority. Of most significance to

CPAs in business and industry are the last two.

SAS No. 69 elevates EITF consensus positions
and AICPA practice bulletins from “other accounting
literature” to the authority of “established accounting
principles.” Established accounting principles are those

This change has the greatest effect on nonpublic
companies. Public companies that register with the
Securities and Exchange Commission have always
been required to follow EITF consensus. However with
the issuance of SAS No. 69, any GAAP financial
statements that are audited, compiled, or reviewed
by an AICPA member are required to follow EITF
guidance issued after March 15, 1992. Also, for
initial application of an accounting principal after
March 15, 1993, the accountant should follow all
existing EITF guidance.
Each Level a Separate Level of Authority

SAS No. 69 also revises the GAAP Hierarchy to
make each level of the hierarchy a separate level of
authority. This change has a very important result:
whereas FASB Technical Bulletins, AICPA Industry
Accounting & Auditing Guides and AICPA State
ments of Position were equal to common industry
practice in the previous hierarchy, these pronounce
ments now have the authority to change established
industry practice.

Discuss these requirements with your independent
accountants when preparing financial statements in accor
dance with GAAP. A copy of SAS No. 69 can be ordered
Douglas P. Sauter, CPA, is the Director of Auditing
Standards at the AICPA. Mr. Sauter is an employee of
the AICPA. Official positions are determined through
certain specific committee procedures, due process
and deliberation.

(continued from page 3)

Q. Are any employees exemptfrom the Act?
A. Yes. There is a limited exemption for certain highly
compensated, key employees. To be exempt, an
employee must be salaried and must be among the
highest-paid ten percent of the employer’s workers
within 75 miles of the facility at which the key
employee works. For such employees, reinstate
ment after a leave may be denied if: a) the
employer shows that is necessary to prevent “sub
stantial and grievous economic injury” to the
employer’s operations; b) the employer notifies the
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these two types of pronouncements dramatically
increases their significance.

from the AICPA Order Department at 800/862-4272

Elevation of EITF and AICPA Practice Bulletins

The Family and Medical Leave Act

standards that accountants need to know and apply in
preparing GAAP financial statements. Conversely,
other accounting literature can be viewed as a research
source, to be consulted only if the pronouncements in
higher categories are not relevant. Therefore, elevating

worker of its intention to deny reinstatement; and
c) the employee elects not to return to work within
a reasonable time after receiving notice. A key
employee is still entitled to continuation of health
benefits for the leave period, even if he/she is
notified that reinstatement will be denied.

Nancy Lasater is a civil trial attorney in Washington,
D.C. specializing in employment law. Please consult
your legal counsel before taking any action regarding
the above.
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